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Our day-to-day role is that of :— 





—aiding administrators in solving specific management problems, 
—devising and giving effect to better management methods, and 


—providing such other advice and help as may enable busy executives 
to get quicker and better results than would otherwise be possible. 


The general field in which we serve may be indicated 
by some of the areas of our activity listed below. 


@ BUDGETARY CONTROL AND STANDARD COSTS 
@ SIMPLIFIED COSTING 
@ INVENTORY CONTROL 
@ ORGANIZATION FUNCTIONS 
@ SALARY EVALUATION 
@ PAPER WORK SIMPLIFICATION 
@ PRODUCTION CONTROL 


@ MARKETING COSTS 
@ CONTROL OF SALES 
@ INCENTIVE PLANS 
@ WORK SIMPLIFICATION AND METHODS 
@ PLANT AND OFFICE LAYOUT 
@ TIME AND MOTION STUDY 
@ OVERALL MANAGEMENT AUDIT 


J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE ST. WEST — MONTREAL 6. CANADA 
GLENVIEW 1428 


We would be glad to discuss how we may assist you — no obligation naturally. 
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WELFARE PLANS-—— ASSET OR EXPENSE? 
By: Walliami cD Welstords 0.02). Se cicce od een enck coms ames 


The author is Executive Vice-President and Director of William 
M. Mercer Limited, employee benefit plan consultants. After 
receiving his B. Comm. degree from the University of British 
Columbia, he joined the Vancouver office of this company in 1946 
and was subsequently transferred to the Montreal and, in 1947, to 
the Toronto office. He is a Secretary-Treasurer of the Ontario 
Chapter Council of Profit Sharing Industries and Chairman of its 
Legal and Legislative Committee. 


BANKRUPTCY IN CANADA 

ee We PA Ga anaes Se ns 
Mr. Cooney is now practising law with the firm of Greenan and 
Cooney in Calgary. He has worked for the Department of Labour, 
Ottawa, as Public Relations representative, and as Secretary of the 
Domestic Collaborators, at Drumheller, Alberta. He was born in 
Toronto and educated at St. Michael’s College. He obtained his 
B.A. and LL.B. from the University of Manitoba. 
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COST CONTROL IS PEOPLE 

Ry ahent be PiGheya. f..<hs0's arly cases ew ones poe 
Co-author of the text “Basic Accounting” and author of numerous 
articles which have appeared in leading accounting journals, Robert 
I. Dickey is a Certified Public Accountant and Professor of 
Accounting at the University of Illinois. A specialist in cost 
accounting, budgeting and controllership, he graduated from 
Wesleyan University in economics and holds Master and Ph.D. 
degrees in accountancy from the University of Illinois. 
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Editorial Comment. . . 
“ACCOUNTING TERMINOLOGY” 


Semantics are a perennial problem. Every profession has its own 
terminology. The accounting profession is a relatively young one and 
its terminology is still decidedly in the development stage. 


About twenty years ago, the Committee on Accounting Terminology 
of the Dominion Association of Chartered Accountants published an 
Accounting Terminology for Canadian Practice which has been out of 
print for more than half of this time. After several years of research, 
the Committee on Accounting and Auditing Research of the Canadian 
Institute of Chartered Accountants has now sponsored the 1957 edition 
of Acounting Terminology in attractive book form. In the foreword, 
the Committee Chairman, Mr. H. P. Herington, states that it is not the 
purpose of the new book “to direct the profession . . . but rather to de- 
fine and explain the words and phrases which through continued use 
have become an accepted part of the language of accountancy”. The 
terminology is not a dictionary; the terms defined and explained number 
only 517 and the publication does not attempt to decide the meaning 
of terms which have failed to achieve uniform acceptance, as for in- 
stance, the word “plant”. It is quite interesting to compare the defini- 
tion of terms in the new publication with those presented in the Cana- 
dian Chartered Accountant almost two decades ago. The comparison 
certainly bears out the statement of the Director of Research of the 
Institute, Prof. L. G. MacPherson, “that the last twenty years have seen 
greater advances in accounting than have been achieved in any other 
score of years.” 


Before the Accounting Terminology was available, the accountant 
who wished to use a definition without searching through text books had 
to use the Dictionary of Bookkeeping by R. J. Porteous (Pitman, Lon- 
don, England) published in 1932, and more recently, Eric L. Kohler’s 
A Dictionary for Accountants (Prentice-Hall Inc., New York, 1952) both 
more voluminous handbooks, but not beamed to the needs of Canadian 
practice. The Chartered Accountants’ Accounting Terminology offers 
definitions which are based on Research Bulletins of the Canadian In- 
stitute of Chartered Accountants, Recommendations on Accounting 
Principles by the Institute of Chartered Accountants in England and 
Wales, Accounting Terminology Bulletins of the Committee on Termi- 
nology, American Institute of Accountants, and leading text books, e.g., 
Muston & Fraser’s Company Law of Canada, or Smail’s Accounting Prin- 
ciples and Practice. Nevertheless, the Accounting Terminology does not 
claim to contain authoritative interpretations; “the explanations and 
definitions in the book are offered without official sanction of the 
Institute or of any of its Committees”. Acceptance by the profession 
and the public will decide what will remain, what will be changed and 
what will disappear. 
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EDITORIAL COMMENT 


The new publication will, of course, not only serve the practising 
public accountant, but will be of practical value to the management and 
industrial accountant whose never-ending task it is to instruct his non- 
accountant colleagues in the language of accountancy, “the language of 
business”. Again and again, one needs to explain the difference be- 
tween “expense” and “expenditure”, to throw light on the meaning of 
“accrual basis of accounting” in contrast to “cash basis of accounting”, 
etc. It will save considerable time and effort if one will now be able to 
rely upon the concise and carefully chosen recommended usage of 
terms, e.g., “reserve”, which were found applied ambiguously for a 
long time. The thorough researcher will find in many cases the 
authority for the offered definition clearly quoted; “income” is 
circumscribed in its various meanings, based on the best available sources 
of information. 

Several specific cost terms are also defined, but when one leafs 
through this publication, it soon becomes clear that the task of defining 
the terms frequently used by the managerial, industrial and cost ac- 
countant in Canada remains a worthwhile work perhaps to be under- 
taken by our society in the not too distant future. Such a publication 
should offer full definitions for “standard” as contrasted to “estimated 
cost” or for “capital employed” in contrast to “invested capital” which 
one looks for in vain in the Accounting Terminology. 

“Loss” is defined as “a cost incurred without return or benefit.” 
Studying and using the Accounting Terminology will certainly not be a 
loss for any accountant! 











PERSONALS 


D, John Cramp, R.I.A., has been appointed Chief Accountant with 
Barker Die Casting Co. Ltd., Hamilton. Mr. Cramp was formerly an 
accountant with Rennie Industries Ltd., Guelph, Ontario. 

S. A. Norman, C.P.A., R.I.A., announces his retirement as a partner 
of Norman, Sheppard, Elliott, Cartledge & Co., Certified Public Account- 
ants, Toronto. Mr. Norman, a Director of the Toronto Chapter, will be 
associated with Elmwood Motors Limited and Elmwood Tire Service 
Limited, Port Credit, Ontario, as Director and Secretary-Treasurer. 

S. A. Gray, R.I.A., immediate past Chairman of the Calgary Chapter, 
has been transferred to the Vancouver office of the West Coast Trans- 
mission Co. Ltd. 

A. G. Howey, R.I.A., of the Niagara Chapter; has been appointed a 
Vice-President and will continue as Comptroller and Secretary of Atlas 
Steels Limited, Welland, Ontario. 

Robert O. Spiller, F.C.I.S., R.I.A., of the London Chapter, has been 
appointed Assistant to the President of Reliance Petroleum Limited. 
Formerly Comptroller and Treasurer, Mr. Spiller will continue as 
Treasurer of the company. 
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Accurate Steam Costing 
with KENT ROTARY SHUNT 
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Find out where 





your steam dollars 


are going! 





When steam is metered to 
departments or to other 
industries there can be no doubt 
of costing figures. 

Excessive consumption is readily 
located, adequate supplies can be 


maintained or peak loads reduced. 


Names of Canadian users on request 


KENT-NORLANTIC LIMITED 


389 Horner Ave., Toronto 14, Clifford 9-1177 
Montreal Office: 

1176 Sherbrooke St. W., Plateau 4339 
VANCOUVER—Sealand Products Ltd. 


WINNIPEG—Mumford, Medland Ltd. 
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C. & M. Round-Up... 


LOOKING AHEAD 

Trans-Atlantic Pipe Line has been mooted in the United Kingdom. 
Would become a reality when prohibitive costs are overcome by technology. 
At present, a supertanker operates at about one third of present pipe line 
costs. 


By N. R. BARFOOT 


—o—o— 

Atom Powered Merchant Ships. The first will probably be an oil 
supertanker of approximately 80,000 tons, built at a cost of 30 million. 
Both the United States and the United Kingdom have such ships under way. 

Chemical Industries’ Rate of Growth per year is 10%, and still con- 
tinuing. This is compared to 3% annual growth for all industry. 

—o—o— 

Government spending in the United States will reach—123 billon this 
year, or 29% of their G.N.P. The Canadian government total spending is 
7.3 billion or 26% of the G.N.P. This includes all federal, provincial and 
municipal types of spending. 

Buy your home now. The supply of completed and unsold houses is 
now at its peak. Supply of houses financed under the old 514% N.H.A. 
rate is diminishing fast. Total cost of a house isn’t likely to come down 
this year. It may go up. 

—o—Oo-— 

One Thousand Miles per Hour, supersonic aeroplanes are planned for 
the future. They will need over two miles of runway. No existing airports 
can handle them. 

—-—O—-O0— - 


FOREIGN CAPITAL 


At the beginning of this year, foreign investments in Canada amounted 
to 33% of all investments made. Total investment (foreign) 15 billion, 
of which close to 9 billion is direct investment in foreign owned business. 

United States investment—11.5 billion, of which 7.5 billion is in 
direct investment. Canadian owned investments in other countries are now 
worth nearly 5 billion. 

Total long term foreign investment in Canada now totals two-thirds 
of the national income. 

Canadian long-term net indebtedness approximately 10 billion. 


—Oo—0— 


CANADIAN-UNITED STATES SPENDING 

Last year we paid the United States over 51/, billion dollars for 
imported goods, tourist spending, interest dividends, and freight costs. 

We earned from the United States, just short of 4 billion, which 
included export goods of 2.5 billion and earnings from various sources of 
1.35 billion. 

Our deficit was therefore over 11/, billion. 
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HOUSE BUILDING—1957 


Starts—90,000 to 105,000 maximum. 

Completions—between 100,000 and 110,000. 

New mortgage outlays will be smaller this year than last, although 
the drop will not be big. The life insurance and trust and loan companies 
holding well over two- thirds of all the mortgage debt are likely to make 
available almost as much as they did last year. 

Chartered Banks will be lending much less money for mortgages in 
1957. Last year, they put out 235 million, this year with the central banking 
system, the total will drop to 150 million. 

Lenders will be increasingly selective, number one risks will be signed 
up on both contractors, and other borrowers that don’t measure up will 


be by-passed. 


ON THE PERSONAL SIDE 

Twenty-five billion cigarettes are smoked per annum by Canadians, 
fifteen hundred and fifty per person, per year. Twenty percent of Canadians 
still roll their own. 

We now have a wrap-a-round bumper, encircling the whole car. It is 
hinged to enable the doors to open, additional bars can be fitted to the 
roof, the cost—$275 to $350. This should prevent dents in that new car, 
providing you can accept the look of it. 

Your electric vacuum cleaner may be made into a ‘Do-It-Your-Self” 
Power Tool in the future. One Company has an attachment complete with 
chuck, drills, sanding discs, floor polishing base, floor brushes and buffer. 

It’s still a man’s country, girls—there are 102 men to 100 women in 
Canada. 

Nylon tubes are used in Medicine. Where natural arteries have been 
damaged, the nylon tubes are used as grafts. 

Lack of Education and Employment. About 70% of the unemployed 
have less than Grade VI primary schooling. Only 4% of this same class 
have secondary training. 

A colourful and initialed pennant is now sold to be attached to the 
aerial of your car for easy identification in crowded parking lots. 

-—Oo-——O— 

A Red 66” Battery Powered Sports Car with two tires can now be had 
for $400. This is a luxury toy for junior, or you may buy a miniature 
typewriter with real keyboard for $40. 
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The 36th Annual 
Cost and Management Conference 


The Place: Banff Springs Hotel, Banff, Alberta 
The Time: June 24th to 26th, 1957 


The Theme: Planned Expansion 


Here are the highlights . . 


RECOGNIZING AND EVALUATING PROFIT OPPORTUNITIES - - - - F. S. Capon, C.A. 


@ Sound yardsticks for measuring profitability 

@ Potential markets 

@ Research and development 

@ Other areas for developing profit opportunities 


MEASUREMENT OF RETURN ON CAPITAL EMPLOYED - - - - - - - - Dr. Joel Dean 


Major dimensions of capital management 

Role of return on capital 

Payback period yardstick 

Level book rate-of-return yardstick 

Key concepts for measuring projects return on capital 
Economic dimensions of capital project 

Common pitfalls in capital project analysis 
Mechanics of analysis of capital projects 


BUSINESS DEVELOPMENT AND NEW FINANCING - - - - - - - - J. G. Chaston, C.A. 


Basic financing instruments 

Cost of financing 

Canadian money market 

Mechanics of a typical Canadian security offering 
Canadian corporate financing in the last ten years 
Raising capital in the U.S.A. 


PLUS. << 


Related Case Histories presented by University of Alberta faculty members 


Oustanding Lunch Speakers discussing Canada’s economic and industrial future 





Rooms with a view of the beautiful Bow Valley are limited, so register now 


with 
THE SOCIETY OF INDUSTRIAL AND COST ACCOUNTANTS 
OF CANADA 
31 Walnut St. South P.O. Box 176 Hamilton, Ontario 
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Books in Review... 
By C. W. RAY, R.A. 


ORGANIZING FOR EFFECTIVE SYSTEMS PLANNING AND CONTROL 
American Management Association Report No. 12, New York, p.p. 192, $4.50. 

This report is a compilation of papers presented at an A.M.A. 
Conference on “Systems Planning and Control” in New York City. 

This publication brings forcibly to the forefront that the function 
of the systems staff is changing. From merely writing and charting 
formal operating procedures for individual operations and prescribing 
the methods for accomplishing these procedures, the systems organiza- 
tion’s function to-day is, in many companies, to design an integrated 
system for the overall execution and control of company policy. 

The important “why” of systems planning is in the economical 
production of information to be used for management decisions, besides 
doing and controlling the necessary day-to-day transactions. The report 
first deals with the basic concepts, objectives and applications of 
modern systems design, in a thought-provoking manner. Then follows 
actual experiences of such different organizations as an oil company, an 
insurance company, an aircraft company and a utility company, in 
setting up a systems department to provide an organization that will 
carry on not only the normal functions efficiently but also provide top 
management with information for better planning and control. 

The writer found this report to be thought provoking and in- 
formative — a definite aid to all levels of management—in showing how 
a good systems programme can help achieve a truly integrated data— 
processing system. 








ESTABLISHING AN INTEGRATED DATA-PROCESSING SYSTEM 

American Management Association Report No. 11, New York, p.p. 183, $4.50. 

This publication is a natural companion to the other A.M.A. report, 
“Organizing for Effective Systems Planning and Control”. 

The importance of thorough overall planning is stressed as an 
absolute necessity before attempting the installation of an I.D.P. system. 
This report contains chapters on such subjects as Management Ap- 
proaches to I.D.P., Making An I.D.P. Survey, Possible Pitfalls, Con- 
sideration of Internal Audit Checks, The Human Problem and Choosing 
the I.D.P. Staff. 

Three case studies are included that, together with ten other actual 
applications, illustrate clearly the wisdom contained in the foregoing 
chapters in the report. Management at all levels is, or should be, 
interested in the increased efficiency and prompt information available 
through the introduction of an I.D.P. system and, therefore, A.M.A. 
Reports Nos. 11 and 12, offer clear, concise information on this in- 
creasingly important subject. 
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Welfare Plans—Asset or Expense? ... 
By Wiu1Am D. WELsForp, 


Executive Vice-President, 
William M. Mercer Limited, 
Toronto, Ontario. 


The author feels that the complete welfare state is ultimately on its way, 
private industry having failed to satisfy the growing welfare demand. On 
this premise, he outlines below some of the steps industry can take as an 
interim measure to fulfil this demand with the most economical use of 
funds. 
IRST of all, I would like to outline what a welfare plan is. I do not 
think I have ever seen a definition of an employees’ welfare plan— 
so, for this purpose, I shall make one. An employees’ welfare plan is 
merely a method whereby contributions paid on behalf of a group are 
used to pay the cost of certain benefits which are related to health in one 
form or another and which are incurred on behalf of the individuals of 
the group. This definition, if it can be called one, obviously cover a 
very wide field. 

The common benefits which come under the general terminology 
of the employees’ welfare plan of today and to which my comments will 
be restricted are: 

(1) Group life insurance 

(2) Accidental death and dismemberment insurance 

(3) Weekly indemnity benefits and salary continuation benefits, 

and 

(4) Hospital, surgical and medical benefits. 

As some of you may know, many new ones are in the process of 
being developed but are many years away from common use. A good 
example of this is a welfare plan covering dental benefits. 


The Welfare State 


Before discussing certain phases of welfare plans as applicable to 
industry, I should like to make some comments on the welfare state. 
Some people are opposed to welfare plans for fear of our getting into a 
welfare state. Particularly so, if the unions are successful in getting 
control of the welfare plans. Quite frankly, I do not have the slightest 
doubt of our getting into a welfare state. I know that we are going to 
become a welfare state. And I don’t think there is any question as to 
who is going to control the welfare state. Everybody in management 
idealistically agrees that welfare benefits for the healthy should be left 
in the hands of private industry. Unfortunately, private industry by 
nature is more concerned with making a profit than becoming some- 
what realistic in developing methods to keep our welfare problems out 
of the hands of the governments. Private industry, and by private 
industry I mean the employers, the insurance companies and the non- 
profit organizations, are not doing a good job in stemming the tide 





*This talk was delivered to the Hamilton Chapter of the Society of Industrial and Cost Accountants on 
January 17, 1957. 
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toward a welfare state. As a matter of fact, I think they are hastening 
it by their actions. 


To me, the conditions leading to a welfare state are simply a by- 
product of the natural evolution which has been going on since the 
commencement of the industrial revolution. Today, we have family 
allowances, old age pensions, unemployment insurance, workmen’s com- 
pensation, disability pensions, mothers’ allowances, all being created and 
provided through government agencies. In addition, as we all know, 
both British Columbia ‘and Saskatchewan have provincial hospitaliza- 
tion plans for all residents. Alberta has a series of municipal hospitali- 
zation plans which covers most of the residents in that province. Our 
understanding is that there will be a provincial plan inaugurated in May 
this year. These are the welfare benefits being provided by the state 
that most of us know about. 


But I would like to tell you something that probably very few of 
you know about. Do you know that 25% of the population of Sas- 
katchewan are covered by rural municipal medical care plans, and that 
coverage is compulsory by law. Some of these plans in Saskatchewan 
give very good benefits. The Swift Current Plan, in particular, not 
only provides a comprehensive medical care plan but also provides 
dental care for all children up to 12 years of age. 


Do you know that about 25% of the population of Newfoundland 
are covered under a cottage hospital scheme? This is compulsory too. 
All rural residents, for a maximum of up to $36 a year, are covered for 
hospital benefits, transportation to hospital, and complete medical care 
in hospital. And, effective January Ist this year, all children resident 
in Newfoundland will receive free hospital treatment. The Newfound- 
land government has promised announcement of further additional 
benefits in the near future. 


Do you realize that nowhere in the United States is there either a 
State hospitalization plan or medical care plans? Socially, we are 
about 20 years ahead of the United States in taking care of our sick. 


Do you realize that the financial cost of state medicine is really very 
low? It’s very simply calculated. There are 5,500 registered doctors 
in Ontario. Allowing an average gross income of $20,000 a year (the 
actual average in Ontario in 1955 was about $14,000), we require 
$110,000,000 a year. There are approximately 4,500,000 people in 
Ontario. On this basis, state medicine can be provided for $25 per 
capita a year. This includes everything for everybody. The best that 
money can buy. Annual medical examinations, physiotherapy, plastic 
surgery, cancer—everything. No restrictions whatsoever and paying 
the doctors one-third more than they are now getting. These costs of 
$25 per capita—compare very favourably with present P.S.I. rates. Ob- 
viously, financial costs are not holding back state medicine. 


178 





of 


at 
in 
ot 
es 


nt 





WELFARE PLANS — ASSET OR EXPENSE? 


The problem, then, from the most pessimistic viewpoint, but I feel 
the most realistic viewpoint, is how can management get the most for its 
money in the meantime. 


The Welfare Plan As An Asset 


Whether welfare plans are an asset or not is a relative matter. . The 
degree to which they are an asset depends wholly on the degree to which 
the plan accomplishes its purpose. 


Companies install welfare plans for one of several reasons: 


(a) because of being socially advanced in their thinking; 
(b) because they wish to or must keep pace with other industry ; 


(c) because the employees have negotiated a plan of welfare 
benefits, 


To me, there are two factors which make the welfare plan an asset. 
The first factor is in the nature of a tax advantage offered by welfare 
plans. Group insurance premiums and contributions for medical serv- 
ices’ plans are considered an ordinary expense of doing business and are 
permitted as a deduction from income to the employer. On the other 
hand, group insurance premiums and contributions for medical services’ 
plans made by employees are considered as a part of personal living 
expenses and are not allowable as a deduction of income. 


Receipt of proceeds from a group insurance plan or a medical 
services’ plan are not considered as income and are free of income tax— 
regardless of whether there was any company contribution. 


Therefore, there is a decided tax advantage to employees if the 
employer pays the contributions. A dollar of employer-paid contri- 
bution is therefore worth somewhere between $1.13 and $1.78 depending 
on the employee’s income tax bracket. 


The trend, therefore, for obvious reasons, is towards an employer- 
pay-all group insurance and medical services’ plan. A classic example of 
this is shown by the recent experience of the Railway Non-Operating 
Employees’ Welfare Plan in the United States. Three years ago, the 
unions negotiated a welfare plan whereby both employees and the 
companies each contributed $3.40 per month. One year later, on re- 
negotiation, the employers paid the full $6.80. Last year, when the plan 
was again re-negotiated, dependents’ benefits were included wholly paid 
for by the employer with the result that the employer’s monthly contri- 
bution per employee is now $11.05. (Depressing, isn’t it?) 


The tax advantage of group insurance plans and medical services’ 
plans is becoming of considerable importance as a form of executive 
compensation. More and more companies are looking for various ways 
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and means of providing executives with more tangible benefits without 
any out-of-pocket expense to the employee. More and more ingenious 
benefits are being created to fill this gap. 


In our tremendous expansion in Canada, with its great shortage of 
executive talent, employers are simply faced with the fact that they 
must provide their executives with a lot of the benefits that the execu- 
tive would otherwise have to provide out of his pocket. 


Therefore, to the extent that the provisions of the Income Tax Act 
provide something which otherwise would cost more than provided in 
any other way, I think it is reasonable to consider welfare benefits to be 
on the asset side of the picture. 


The second and the more important point in determining how much 
value a welfare plan has, depends on how prundently the money for con- 
tributions is spent in providing benefits for the employees. 


I personally, had the occasion between the Ist of August and the 

Ist of December last year to make an exhaustive study of ways and 

means of getting the most out of every dollar that is spent on group in- 

surance and medical services’ plans. Here are a few of the findings 
brought out by this study. 

1. Hospital costs vary substantially from province to province. The 
rates for the Province of Quebec are 20% higher than the rates 
for the Province of Manitoba. 

2. Surgical costs vary substantially from province to province. For 

example, in 1954 the average cost of a normal delivery in British 

Columbia was $67.59, compared to $43.68 in Nova Scotia. 

3. Medical costs vary from province to province. For example, the 
average fee for the actual follow-up visit (after the first visit in 
the doctor’s office), accepted by the doctors for general prac- 
titioner care, are in British Columbia $2.70 and in Manitoba 
$1.50. 

4, In some provinces, the cost of the assistant surgeon’s fee is a split 
of the schedule of fees allowed to the surgeon; in other prov- 
inces, the cost of an assistant’s fee is in addition to the fees 
allowed to the surgeon. 

5. Because hospital costs, surgical costs and medical costs vary 
substantially from province to province, and because health and 
welfare is a provincial matter as decreed under the B.N.A. Act, 
it is readily apparent that a proper plan must take provincial 
differences into consideration. 

6. There are two basic methods of underwriting hospital, surgical 
and medical benefits—either on a service basis or on an in- 
indemnity basis. 
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WELFARE PLANS — ASSET OR EXPENSE? 


A service basis provides coverage in terms of care, the plan pay- 
ing whatever such care may cost. The indemnity basis provides 
coverage in terms of dollar maximum reimbursements in accord- 
ance with a pre-determined schedule of allowances for various 
procedures. 


In deciding the relative merits of an indemnity basis, and a 
service basis, consideration must be given to the following 
points :— 

(a) acceptability to employees; 

(b) cost control; 

(c) simplicity of administration. 


Acceptability to Employees 


In spite of all the arguments, pro and con, employees want 
prepaid medical, surgical, hospital coverage, and not catastrophe 
coverage. Furthermore, employees want a plan which, under 
the benefits provided, allows them free choice of doctor and 
covers them and their dependents completely without any 
further payment on their behalf, and without any outlay of 
money. The closer the plan approaches this objective, the more 
acceptable it is to employees. 


Cost Control 


In order to have a satisfactory cost control, there is a require- 
ment for safeguards to be set up. In fire insurance, costs are 
controlled by :— 

(a) proximity to a hydrant; 

(b) proximity to and efficiency of the fire department; 

(c) internal safety measures. 

In burglary insurance, costs are controlled by: 

(a) proximity to and efficiency of police department; 

(b) internal security measures. 

In hospital, medical care, costs can be controlled by: 

(a) a satisfactory relationship being developed between the 
doctors and the employees to provide complete service to 
the employees and at a fair price to both the doctors and 
the employees; 

(b) internal employee interest to eliminate abuse. 

I can assure you that very, very few companies with hospital, 

medical care plans ever think of these objectives. To illustrate 

the effectiveness of these controls, I will cite a concrete 
example :— 

In British Columbia, the C.P.R. Employees’ Medical Aid Plan 

and M.S.A. have similar agreements or contracts with all doctors 

in British Columbia which provide full medical coverage with 
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no “extra billings”. The C.P.R. plan covers, over and above 
that offered by M.S.A., in addition to employees and dependents, 
all pensioners, widows of employees, dependent parents of em- 
ployees, cost of ambulances and picks up the $1 co-insurance 
provincial hospitalization cost. The average monthly cost of 
M.S.A. is $6.70 per employee compared to a C.P.R. employees’ 
monthly cost of about $6.05. The difference, here, is due to 
employee interest in the successful operation of the plan. 


Simplicity of Administration 


It is highly desirable that in administration there be as few forms 
as possible which require completion and that, if possible, hospi- 
tal and doctor’s fees be submitted to the plan’s administrators 
for payment direct. 

Where forms are used, they are frequently inadequately com- 
pleted and are returned for amendment. This is disturbing to 
the hospitals and doctors, who are sometimes further disturbed 
by the uncertainty of receiving payments. 


“I 


It is highly desirable that a plan provide a vehicle under which 
pensioners can continue coverage for their lifetime. This is, 
admittedly, a very expensive area and one in which there has 
been a considerable amount of study but very little accom- 
plished. Managements, for the most part, have been scared off 
providing hospital and medical coverage for pensioners, and to 
this extent have been aided and abetted by insurance companies. 
And yet how can we possibly avoid hastening state medicine if 
we are unable to solve some of these very real problems? 


Major Medical Plans 


What I have mentioned here might appear to be in direct conflict 
with the much publicized new approach to medical care commonly 
called “Comprehensive Major Medical Benefits”. Under Comprehensive 
Major Medical, 75 or 80% of all medical expenses in excess of a deduct- 
ible of $50, $75 or $100 per individual, will be paid by the underwriter, 
the remaining 25% and the deductible per individual being paid by the 
employee. This is as true a service plan as I have ever seen but without 
any controls whatsoever other than a much voiced appeal to the medical 
profession “come on, boys, let’s play ball.” A Comprehensive Major 
Medical Plan, without a good basic plan, as of this date is simply not 
acceptable to the employees. I have a strong feeling that about all that 
a major medical plan accomplishes is to ensure both the doctors and the 
hospitals that they will be generously taken care of at the expense of 
the employers. I personally have strong doubts that Comprehensive 
Major Medical, without a basic plan, will ever be totally acceptable to 
the hourly-paid employees. 
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WELFARE PLANS — ASSET OR EXPENSE? 
Weekly Indemnity Benefits 


In the case of weekly indemnity benefits, again controls are essential 
if the plan is going to make the most use of the dollars available. The 
main control under a weekly indemnity plan, where benefits are pro- 
vided by right, is to limit the amount of the weekly indemnity benefit to 
such a percentage of an employee’s weekly earnings that will not en- 
courage him to stay away. The problem is to avoid being placed in a 
position of deciding the unanswerable question of when is an employee 
first able to come back to work. Within very broad limitations, nobody 
can answer that question but the man himself. Bearing in mind that 
weekly indemnity income is tax-free, the percentage of weekly indemnity 
income must be compared to the take-home pay after deductions have 
been made for taxes, pension contributions, the contribution for the plan 
itself, unemployment insurance contributions, workmen’s compensation 
contributions, and any other normal deductions. A weekly income 
benefit of 50% of normal weekly earnings will be equivalent to about 
10% of net take-home pay in the case of a single man, or about 60% of 
the take-home pay in the case of a married man. Therefore, we quite 
frequently see a higher scale of weekly indemnity benefits in the case of 
a married man than in the case of a single man. In general, anything 
over 50% of normal weekly earnings should be avoided in the case of a 
single man, and anything over 6624% of earnings in the case of a mar- 
ried man should be avoided. 


Group Insurance 


In the case of group insurance, we have the ideal of all controls 
which avoids abuse: that of death. Nothing is more certain and there 
are no shades. There is one problem, however, under which many 
companies have been trapped. And that is the continuance of group life 
insurance on death after retirement. The main purpose of a death 
benefit after retirement should be restricted to a mortuary fund. Un- 
fortunately, when considering benefits after retirement, the tendency is 
to be carried away by an examination of the immediate effect of carry- 
ing pensioners on the cost of the overall plan. In the early stages, the 
immediate effect in costs is negligible. However, over a long period of 
time, the costs are extremely heavy. As a general rule, for every 10% of 
the amount of insurance carried on a pensioner that was carried on him 
immediately prior to retirement, the long-term cost of the whole plan 
will increase by 10%. Since there is no insurance ‘risk involved once a 
person retires, the real cost that will be paid is the present value of the 
amount of insurance continued after retirement. 


Conclusion 


As you have noticed, I placed the main emphasis on hospital and 
medical benefits. I did this deliberately because I have a strong feeling 
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that in these benefits there is the greatest lack of knowledge, though 
much more could have been said on group life and weekly indemnity 
controls, 


In general, and in my opinion, there is no question that in our way 
of life as we now know it, welfare plans are an asset to a company— 
in some cases they could well be construed a necessity for carrying on 
business. The degree to which a welfare plan is an asset, to my mind 
is the degree to which its benefits measure up to qualifications I have 
set before you. 








FOR FURTHER READING 


EMPLOYEE WELFARE FUNDS, Hester E. Erb, The Journal of Accountancy, Aug. 
1955. 


LIVING WITH WELFARE AND RETIREMENT FUNDS IN INDUSTRY, Joseph E. 
Moody, A.M.A. Personnel Series No. 150. 


OPERATING AN ALL-EMPLOYEE PLAN, A. H. Stubbs, A.M.A. Insurance Series 
No. 105. 








EXCEPTIONAL OPPORTUNITY 
EXECUTIVE COST ACCOUNTANT 


Successful and growing manufacturing company in Eastern 
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to the company’s office organization and financial accounting 
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31 Walnut St. South P.O. Box 176 Hamilton, Ontario 





























gh 


ity 


on 
nd 


ive 


ries 


| 


COST AND MANAGEMENT 








NOW! An Attractive 
BINDER 


for Cost and Management 





Note these four outstanding features: 


A 
z. 
3. 


Space for twelve issues. 
Pages remain perfectly flat when open. 


Removable steel rods permit easy insertion and removal of 
each issue. 


Hard cover, finished in durable blue fabrikoid, with distinctive 
gold lettering. 


$3.00 Post Free 
SOCIETY OF INDUSTRIAL AND COST ACCOUNTANTS OF 
CANADA 


31 Walnut St. South — Hamilton, Ontario 














\l 





185 











Bankruptcy in Canada... 
By V. A. Cooney, L.L.B., 


Greenan and Cooney, 
Calgary, Alberta. 


How much law need the accountant know? Quite a bit in this day and age 
of the complicated tax return—a general working knowledge of every tax 
act and the rules and regulations of its administration, the author sug- 
gests. In this article, he outlines the Bankruptcy Act as it affects the 
accountant. 
N GOOD times or in bad we will have bankruptcies as long as there 
are people or corporations carrying on business. In good times there 
are some who embark on business ventures without sufficient capital or 
without sufficient experience and they eventually have to come to the 
creditors or the creditors have to come to them. In bad times of course, 
conditions often force people into bankruptcy. 


History of the Bankruptcy Act 


Let us quickly dispatch the history and constitutionality of bank- 
ruptcy legislation in Canada. The first Act was passed in 1869 and a 
new one superseded it in 1875, but by 1880 it was thrown out; and 
Canada was without bankruptcy legislation for 40 years until a new 
act became effective in 1920 based on the English Act. It was revised 
and brought up to date again in 1950. 


The B.N.A. Act gave the Parliament of Canada exclusive jurisdiction 
over bankruptcy and insolvency and whenever that jurisdiction appeared 
to infringe on property and civil rights which is in the provincial do- 
main there have been jurisdictional fights. Therefore bankruptcy legis- 
lation must be extremely circumspect about possible interference with 
property and civil rights. 

The field of bankruptcy law is far too wide to cover more than 
generally here. Therefore let us just deal with those portions of the 
subject which might be most valuable to the accountant, the purposes of 
the legislation and its administrative machinery. 


Purposes of the Bankruptcy Act 


The authorities usually cite five principal purposes for the existence 
of bankruptcy legislation. 

(1) to permit the property of an insolvent person to be fairly 
distributed amongst his creditors. 

(2) to permit an honest debtor to be discharged from his liabilities 
and make a fresh start. 

(3) to permit an investigation to be made of the affairs of the 
hankrupt. 

(4) to permit a proper realization to be made of the assets of the 
bankrupt. 





*An address delivered before the Calgary Chapter of the Society of Industrial and Cost Accountants on 
March 27th. 
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(5) to compel a debtor who is insolvent to turn over his property to 
a trustee for distribution. 

There is a sixth possible effect hidden in these five which is not usually 
cited and I would word it this way: 

(6) to permit the dirty so-and-so to beat his creditors out of their 
money, enable him to buy his business back for 50 cents or less 
on the dollar with a clean sheet and then demand and get 
better service from his former creditors because he now pays 
cash on the line. 


Conditions of Bankruptcy Proceedings 


A person or corporation can become bankrupt either voluntarily by 
making an assignment under the Bankruptcy Act, or involuntarily, by a 
petition filed by a creditor and a receiving order made by the court. 

A creditor to become a petitioner must have a claim against the 
debtor of at least $1,000, or two or more creditors may join in one peti- 
tion to make up this sum. Particulars of the claim are set out in the 
petition as well as details of the act of bankruptcy to show that it has 
been committed within six months prior to the filing of the petition. 
The petitioner must also set forth any security he may hold on the 
debtor’s estate and it must be valued or he must state that he is willing to 
give up his security in the event of a receiving order being made. If the 
petitioner is to succeed in having the debtor adjudged bankrupt, the 
valuation must be such that the petitioner will be an unsecured creditor 
in a sum of at least $1,000, because it is only a creditor or creditors with 
unsecured claim or claims of $1,000 who can file a petition. 

Bankruptcy is quasi-criminal legislation and for this reason the 
provisions of the Act must be strictly complied with. The courts insist 
ox the filing with the petition of an affidavit in support thereof verify- 
ing the facts set forth in the petition. 

The petition is usually filed in the court having jurisdiction in the 
locality of the debtor, that is the principal place where he carried on 
business during the preceding year. 


Proofs of Bankruptcy 


As mentioned before, one must prove that the debtor committed an 
act of bankruptcy and there are ten of them defined in the Act, the most 
common of which are: 

(a) If the debtor makes a fraudulent conveyance, gift or transfer of 

his property or a part thereof; 

(b) If the debtor makes any conveyance or transfer of any of his 
property or creates a charge thereon that would under the Act 
be void as a fraudulent preference; 

(c) If the debtor permits an execution issued against him where his 
goods are seized to remain unsatisfied until within four days 
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from the time fixed by the sheriff for sale; or if the execution 
has been held by him for fourteen days after written demand 
for payment without seizure, or 

(d) If the execution is returned endorsed to the effect that the 
sheriff can find no goods whereon to levy or seize; 

(e) If the debtor exhibits to any meeting of his creditors any state- 
ment of his assets and liabilities which shows he is insolvent or 
if he admits in writing at such meeting that he is unable to pay 
his debt; 

(f) If he gives notice to his creditors that he has suspended or is 
about to suspend payment of his debts; 


(g) If he defaults in any proposal made under the Act; 
(h) If he ceases to meet his liabilities generally as they hecome due 
(section 20 (1) ). 

In practice it has been found that the two most common acts of 
bankruptcy are the ceasing to pay debts and the return of an unsatisfied 
execution by the sheriff. 

There must be attached to each petition a notice setting forth the 
date and place of the hearing of the petition and a true copy of petition, 
affidavit and notice must be served personally on the debtor usually at 
least eight days before the hearing. 

A petition cannot be presented against individuals engaged solely in 
fishing, farming or tillage of the soil or against individuals who work 
for wages, salary, commission or hire at a rate of compensation not 
exceeding $2,500 a year and who do not, on their own account, carry on 
business. A petition can now be presented against the estate of a de- 
ceased debtor. 


Interim Receiver 


In many cases the petitioner might consider it dangerous to the 
assets to wait eight or ten days for the hearing. He may apply to the 
Registrar in Bankruptcy to have a licensed trustee appointed as interim 
receiver of the property of the debtor and direct him to take possession 
of the property, control the receipts and disbursements and otherwise 
not interfere with the carrying on of the business of the debtor in the 
ordinary way until the hearing of the petition. The interim receiving 
order usually contains the petitioner’s undertaking to be responsible for 
damages. 

If after the filing of the petition, the debtor wants to pay the debt 
and costs to avoid bankruptcy, the petitioner is not safe in accepting 
payment and withdrawing the petition without an order of the court. 
The payment might otherwise be considered a fraudulent preference 
under the Act since a petition is a proceeding for the benefit of all 
creditors. 
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If there is no opposition to the petition on the hearing the Registrar 
will make a Receiving Order and fix the security to be given by the 
trustee. However, the debtor may contest the petition by serving the 
petitioner with a notice disputing the petition not less than two clear 
days before the hearing. The Registrar has no jurisdiction to hear a 
contested petition and the matter must be adjourned to be heard by a 
Judge in Bankruptcy. 

In court the petitioner must prove the facts set out in his petition 
and the judge may make a Receiving Order. The bankruptcy then 
relates back to and is deemed to commence at the time of the filing of 
the petition. The date can be very important since under the Act, there 
is a presumption of fraud under certain circumstances if a creditor 
received a transfer of property from a person who becomes brankrupt 
within three months thereafter. 

After the Receiving Order is made the Official Receiver in the local- 
ity requires the bankrupt to attend at his office of examination. He is 
examined by the Official Receiver under oath as to his conduct, the 
causes of his bankruptcy and the disposition of his property. A copy of 
the examination together with the report of the Official Receiver is for- 
warded to the Trustee and the Superintendent of Bankruptcy and filed 
in court. 

Before presenting a petition, one should endeavour to ascertain, if 
possible, the value of the debtor’s assets, or I should say, his equity in 
the assets. One may find—and sometimes too late—that the debtor’s 
merchandise belongs to the bank under section 88 of the Bank Act, that 
his accounts receivable are assigned, that his plant and machinery is 
covered by a chattel mortgage, or that there are mortgages or mechanics’ 
liens registered against the real estate so that the debtor has no equity in 
any property. In these circumstances, not only will you not be able to 
recover anything for your client, but there will be nothing available for 
the trustee or the solicitor and the petitioner may be held responsible 
for the costs and expenses incurred by the trustee (section 23). 


Assignments 


Before going on to the next step it should be borne in mind that an 
insolvent person or company can go voluntary into bankruptcy by mak- 
ing an assignment of all his or its property for the general benefit of 
creditors. 

An “insolvent person” means one who resides or carries on business 
in Canada, whose liabilities to creditors are $1,000 or more, and who is 
unable to meet or has ceased payment of his obligations in the ordinary 
course of business as they generally become due, or whose property is 
not sufficient to enable payment of his obligations. 

The assignment forms are simple, should be signed in triplicate by 
the debtor and witnessed. A statement of affairs is completed by the 
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debtor. It is then necessary to have one of the interested creditors sign 
a document nominating a trustee and the documents are filed with the 
Official Receiver. 

The Official Receiver completes the assignment, issues a certificate 
appointing the trustee, fixes a trustee’s bond and gives directions for the 
first meeting of creditors and names a chairman or will chair it himself, 


Summary Administration 

At this point also it should be noted that the Act provides for 
Summary Administration of small estates. 

Where in the opinion of the Official Receiver the realizable assets 
of the bankrupt, after deducting the claims of secured creditors, will not 
exceed $500, the summary administration provisions are brought into 
play but these provisions do not apply to a company. 

Here is the way the summary procedure operates :- 

(a) the debtor makes the usual assignment and the trustee does not 

have to furnish security; 

(b) notice of the bankruptcy is published in the Canada Gazette but 
not necessarily in a local newspaper as in the case of other 
bankruptcies; 

(c) all notices are sent by ordinary mail instead of registered mail; 

(d) the trustee has inspector’s powers so that he can sell the assets 
and do all things necessary without a meeting. 

(e) the trustee applies to court for a date of hearing of the applica- 
tion for discharge of the bankrupt. 

(f) the bankrupt has a right to submit a proposal to be considered 
at the first meeting of creditors and the meeting may authorize 
the trustee to apply for his discharge without further notice if 

there are no assets or if there is no proposal. 


Stay of Proceedings 

The filing of a proposal or the bankruptcy of a debtor acts as a stay 
of proceedings so that no creditor with a claim provable in bankruptcy 
can commence or continue any action, execution or other proceedings 
for the recovery of such claim until the trustee has been discharged, 
except with leave of the court. This does not necessarily apply to secured 
creditors who can usually proceed to realize or otherwise deal with their 
security. 

As soon as a trustee is appointed, whether by receiving order or 
under an assignment, he immediately takes possession of the property of 
the bankrupt. 

He obtains a list of creditors and sends to each a notice of the first 
meeting of creditors, a list of creditors, a proof of claim and proxy. The 
meeting must be held within 15 days from the mailing of the notice. 
Notice is published. At this meeting the chairman decides all questions 
or disputes but any creditor may appeal his decision to the court. 
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A quorum must be present or the meeting is adjourned. A quorum 
is three creditors. A creditor is not entitled to vote as a creditor at the 
meeting unless he has filed a proof of claim with the trustee before the 
meeting time set.. 


The purpose of the first meeting is to consider the affairs of the 
bankrupt, affirm the trustee’s appointment and appoint inspectors. Once 
a trustee has accepted the appointment, he cannot withdraw unless an- 
other be appointed in his stead. 


Up to five inspectors can be appointed and they control the adminis- 
tration of the bankrupt estate and the trustee can do little without their 
permission. 

Votes are calculated according to the amount of the proven claims 
of the creditors. A creditor has one vote on a claim from $25 to $200, 
two votes up to $500, three votes up to $1,000 and one vote for every 
fraction of the next thousand. 

The creditors can then ask questions concerning the bankrupt’s af- 
fairs. The bankrupt is required to attend and submit to questioning. 
The creditors can make recommendations and give directions to the 
inspectors. 

The trustee has the right to call a meeting of creditors at any time 
and he must do so when directed by the court and whenever requested 
in writing by a majority of the inspectors or by 25% in number of the 
creditors holding 25% in value of the proved claims. 

If a creditor does not prove a claim, he is not entitled to receive 
from the trustee any further notice of any meeting or of any proceeding. 
And if he does not prove his claim he is not entitled to any dividend, 
subject to allowance by the court if he gives a satisfactory explanation 
for his delay. 

The proof of claim must be sworn to by the creditors or his agent. 
It should set forth whether the creditor is unsecured, preferred or se- 
cured. It should contain a statement of account and particulars of claim 
and value of security and our courts have held that any proof of claim 
which does not comply with the provisions of the Act should be re- 
jected. But in practice a proof of claim which reasonably complies with 
the Act usually is accepted by the trustee. 

Certain claims are not provable under the Act:- 

(1) Claims arising after the bankruptcy 

(2) Moneys paid to defraud creditors or fraudulent claims 

(3) Moneys payable as alimony 

(4) Debts barred by the Statute of Limitations 

The trustee may ask for such evidence to support a claim as he may 
need. He may rule to disallow the claim if so directed by the creditors 
or inspectors. In such cases he serves a Notice of Disallowance on the 
creditor and the creditor may appeal to the court within 30 days. 
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Restricted Creditors 


There are certain creditors whose claims are restricted under the 
provisions of the Bankruptcy Act. 

The wife or husband, as the case may be, of a bankrupt is not en- 
titled to claim a dividend as a creditor in respect of any property loaned 
or entrusted by the wife to the husband or by the husband to the wife 
for the purposes of the trade or business of the bankrupt or in respect of 
wages, salary, commission or compensation for work done or services 
rendered in connection with the trade or business until all claims of 
other creditors of the bankrupt have been satisfied. 

The Act also provides that a father, son or daughter, mother, 
brother, sister, uncle or aunt by blood or marriage of a bankrupt is not 
entitled to rank as a preferred creditor for wages, salary, commission or 
compensation for work done or services rendered to the bankrupt (sec- 
tion 97). You will note that the section only refers to a preferred claim 
of the relatives mentioned and does not affect their right to rank as an 
unsecured creditor with respect to their claims against the bankrupt. A 
husband or wife, on the other hand, can have no claim whatsoever for 
wages. 

Section 99 of the present Act provides that where a corporation 
becomes bankrupt, no officer or director thereof is entitled to rank as a 
preferred creditor for wages, salary, commission or compensation for 
work done or services rendered to the corporation in any capacity. 


Scheme of Distribution 
Section 95 provides for a scheme of distribution whereby certain 
claims subject to the rights of secured, creditors are paid in priority to 
other claims. In heading form the priority is briefly :— 
(a) Costs of administration 
(b) Levy to the Superintendent of Bankruptcy 
(c) Wages and Salaries 
(d) Municipal taxes for previous two years 
(e) Arrears of rent 
(f) Solicitors and sheriff’s costs for attaching creditor 
(g) Workmen’s compensation, Unemployment Insurance and cer- 
tain claims under the Income Tax Act. 
(h) Other claims of the Crown in the right of Canada or, of a 
province. 


Discharge 
When the bankrupt obtains an order for his discharge he is released 
from all claims provable in bankruptcy except:— 
(a) court fines or penalties arising out of bail bond. 
(b) any liability for alimony or maintenance order for a child. 
(c) any liability arising out of fraud or misappropriation while 
acting in a fiduciary capacity. 
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(d) any liability through false pretences or fraudulent mis- 

representation. 

(e) liability for a dividend where provable claim not disclosed to 

trustee through no fault of creditor. 

(f) any debt for goods supplied as necessaries for life. 

(g) any debts incurred after the bankruptcy. 

In practice on the hearing of the application for discharge the court 
generally grants an unconditional order if the report of the trustee is 
favourable or if there is no opposition and if there are no facts which 
would justify a condition order or refuse a discharge or suspend it. If 
there is opposition the bankruptcy judge generally has the bankrupt 
produced in open court for examination and this may go into his earn- 
ings and income and other relevant facts. If earnings justify it the judge 
may make an order for monthly or weekly payments out of salary or 
income as a condition of discharge. 


Proposals and Creditors Arrangement Act 

Almost all formal arrangements with creditors are now made under 
Part 3 of the Bankruptcy Act, 1949. A great many people who see the 
words “Bankruptcy Act” on a notice to creditors or in a newspaper ad- 
vertisement fail to look any further. They automatically assume that the 
company involved is defunct and nothing remains but to give it a legal 
burial. 

Part 3 of the Bankruptcy Act, 1949 is designed to permit a person 
(or a corporation) who is insolvent but who wishes to continue in 
business, to offer a proposal or plan to his creditors designed to permit 
him to carry on. 

In the case of a proposal by an insolvent debtor his assets do not 
vest in the trustee nor do they come into his possession at any time. The 
trustee only acts as the medium through which the proposal is presented 
to the creditors and assumes no control of the debtor’s assets or responsi- 
bility for the conduct of his business. 

Legislation governing formal arrangements with creditors is covered 
in the Bankruptcy Act, 1949 and the Companies’ Creditors Arrangement 
Act, 1933, both of which are federal statutes. 

The legislation most frequently used at the present time for effecting 
a composition with creditors is the Bankruptcy Act, 1949. Sections 27 to 
37 of that act now provide a fairly simple and satisfactory procedure for 
an insolvent person or corporation to apply to-its creditors for a reduc- 
tion in and/or an extension of time for the payment of its unsecured 
liabilities. 

A proposal may be made by an individual or by a corporation. It 
may be made before bankruptcy has occurred, in which case bankruptcy 
may be avoided altogether, or a proposal may be made by a bankrupt in 
order to annul his bankruptcy. 
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An insolvent debtor who wishes to make a proposal and against 
whom no bankruptcy proceedings have been commenced may select a 
licensed trustee and arrange through him to draw up a proposal and 
submit it to his creditors. Under the present Act, if a bankruptcy peti- 
tion has been filed against the debtor but has not yet been heard by the 
court, it would appear that the debtor may still file a proposal. It is 
unlikely that the court would permit the proposal to be filed, however, 
unless arrangements could be made to have the bankruptcy petition with- 
drawn. The best procedure in these circumstances would likely be to 
obtain the consent of the petitioning creditor and file the proposal with 
the trustee named in the bankruptcy petition. 


When an insolvent person wishes to make a proposal, he is required 
to lodge a copy of his proposal and a statement of his affairs with a 
licensed trustee. The trustee then files the proposal with the Official 
Receiver in the bankruptcy district in which the debtor carries on busi- 
ness. Filing the proposal with the court stays any legal proceedings 
being taken against the debtor by his creditors and the time of filing 
constitutes the date for the determination of all claims against him. 

Where the debtor has already been adjudged bankrupt and wishes 
to make a proposal, he must file it with the trustee named in the bank- 
ruptey. The trustee’s first duty is to lay the proposal before the in- 
spectors of the bankrupt estate and only if it is approved by them will 
the proposal be presented to the creditors. 


Once a proposal has been filed in court it may not be altered or 
withdrawn (except by the debtor making an assignment in bankruptcy) 
until it has been considered by the creditors and the court. 


The Act requires the trustee in the proposal to call a meeting of 
creditors to consider the proposal and requires him to make an investi- 
gation of the debtor’s affairs so that he may assist the creditors in arriv- 
ing at their decision in the matter. Only those creditors who have filed 
a proof of claim with the trustee prior to the meeting called to consider 
the proposal may vote. 


In order to approve a proposal a “special resolution” is required. 
Under the Act a special resolution is one decided by those creditors who 
are eligible to vote on the resolution (i.e. who have filed claims), and 
who do vote. In order to accept the proposal a majority in number of 
such creditors having claims aggregating at least three-quarters of the 
total dollar value of all the claims of such creditors must vote in favour 
of it. 


Where a proposal has been approved by the required majority of 
creditors the Act provides for its submission to the court for review and 
final approval before it becomes effective. 

At the meeting of creditors the trustee will present his report and 
before calling for a vote on the proposal will invite the creditors to state 
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their views. The trustee should not attempt to “sell” the proposal to 
the creditors. His role is to determine the facts and present them to the 
creditors in such a fashion as to permit them to make their own decision. 
Ordinarily it is the debtor’s solicitor who will lead the discussion at the 
creditors’ meeting and endeavour to persuade the creditors to accept the 
proposal as filed. 


The Act provides that if the debtor consents, provision may be made 
in the proposal for some form of supervision over the debtor’s affairs 
until such time as the payments under the proposal have been made. 
In many cases, a creditors’ committee is formed to meet with the debtor 
from time to time, review his affairs and, if necessary, report to the 
creditors through the trustee. 


Converting a bankruptcy into a proposal under the Act has also 
become considerably more important with the change in our income tax 
laws which, under certain circumstances, permit the carry-forward of 
losses incurred by a taxpayer against taxable income earned in future 
years. 


If a new group is prepared to acquire the assets of a bankrupt 
company from the trustee with the intention of carrying on the com- 
pany’s former business, a more satisfactory plan may be for the new 
operators to acquire the shares of the company from its former owners, 
make a proposal on behalf of the company to its creditors, have the 
bankruptcy annulled and carry on the business as before. The new 
operators can arrange to pay the same amount of money to the trustee to 
he distributed to the creditors under a proposal as they were prepared 
to pay for the assets. In this way the new operators can carry on within 
the framework of the old company’s charter and maintain the tax loss 
position. 


Section 36 of the Act provides that when there has been a default 
in payment of any installment due on a proposal the court may, on ap- 
plication by the trustee or by any creditor, set aside the proposal and 
make such order as it deems proper in the circumstances. 


Legal Aspects and the Accountant 

Today the industrial cost accountant who works for one employer 
or who has a number of clients, produces for his principal a balance 
sheet, a profit and loss statement and breakdowns in support. With a 
few figures he puts on paper a picture of a man’s or a corporation’s 
year’s activities. With the increase of the standard of learning amongst 
accountants in industry the principal looks upon the industrial account- 
ant, after looking at the balance sheet, much as a patient looks at the 
family doctor and hopefully asks “How do we make it better,” or “what 
should I do now.” With the heavy increase of taxation influence on 
business and on the men in it, the principal looks to his accountant or 
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comptroller to show him the best ways of running the business to get 
the most net dollar value. 


Where does this leave the accountant? It leaves him in the position 
where he must have a general working knowledge of every tax act and 
the rules and regulations of its administration. This is a tall order. 


When a man in business wonders should he incorporate, he first 
naturally asks the man beside him, his accountant, whom he considers 
knows as much or more about the mathematical dollar aspects of his 
business than he does. The employer wants to know what benefits 
are to be gained by incorporation. What should the shareholding per- 
centage be? What are the tax aspects? What is his position if he owns 
51% of one company and 20% of his wife’s company and should he form 
a holding company? 


These are the questions asked of the industrial accountant today. 
What should he do about it? Should he go out and buy a paper- 
covered book on business law and advise his principal’s company after 
reading the seven and a half pages on corporation law in Chapter 3? 


Well, I could ask you in another way. If your tooth aches do you 
get a book on how to pull teeth and do it yourself? 


So also, I do object to the lawyer endeavouring to complete the ac- 
counting aspects of a company’s income tax return. He needs the ac- 
countant to assist. Similarly when the accountant is hit with legal 
questions, a general knowledge is helpful, but he needs the legal assist- 
ance of his or the company’s solicitor. Fully armed, he can then sort out 
the company’s picture for his employer with much less ultimate danger 
to himself and to the company. 








FOR FURTHER READING 
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Cost Control is People... 


By Rosert I. Dickey, 


Professor of Accountancy. 
University of Illinois, 
Urbana, Illinois. 


Human beings instinctively resent restrictions, the author stresses, and 
any attempt at applying cost controls must take the human factor into 
account. In the following article the basic problem is stated and a num- 
ber of suggestions are made for its solution. 
INANCIAL planning and cost control were given a boost in the 
public esteem by the appointment of Mr. Ernest R. Breech as chair- 
man of the Board of the Ford Motor Company in January 1955. Mr. 
Breech was the winner of the gold medal of the Illinois Society of 
Certified Public Accountants for the highest grade in the Illinois CPA 
examination of November 1921, and had held a number of important 
positions in industrial accounting and management before he joined the 
Ford Motor Company in 1946 as executive vice-president and as a 
director. Ford was operating at a heavy loss at that time and Mr. 
Breech has been credited with playing an important role in the very 
substantial improvement which has taken place in Ford’s profits since 
then. 
When the spotlight of publicity fell on Mr. Breech, it revealed that 
he was a strong believer in the value of cost accounting and he was 


quoted as having said that early in his career he had come to the reali- | 


zation that a business enterprise stood or fell on cost controls. 

Many years ago a well-known mayor of Chicago wrote for a popular 
magazine an interesting article with the title “Politics is People”. Only 
in the last half dozen years or so has the literature of cost accounting 
and budgeting begun to give proper recognition to the fact that cost 
control is people. The ultimate success of a budgetary or standard cost 
system or other programme of cost control (or cost reduction) depends 


to a considerable degree on the reactions it arouses in the human beings | 


whose activities it is intended to influence. 

Each of these tools must be adapted to the particular company or 
department in which it is applied. Sometimes emphasis is placed on 
the mechanics of a system, as though it would run itself when once 
started. It should be recognized that the way in which a given system is 
administered is an important factor in its success or failure. We might 
draw an analogy from the field of music. When an average musician 
sits down at a piano and plays a certain piece of music he may produce 
sound which are satisfactory but which do not- arouse any great en- 
thusiasm. When a world-famous pianist plays the same composition 
on that same instrument, presumably in the same way, the great artist 
produces a result which is quite superior. In cost control, as in music 
or in almost any other field, the results depend not only on the instru- 


ment used or the technical directions, but on the personal skill of the. 


individual who is doing the job. 
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One of the most valuable assets that any company can have—and 
one which does not appear on the balance sheet—is a well-trained, in- 
‘telligent group of employees who want to work to their full capacity, 


Those who have studied corporation law or corporation finance 
may remember the definition of a corporation given by Chief Justice 
John Marshall of the Supreme Court of the United States in the famous 
Dartmouth College case. He said, in part, that a corporation was “an 
artificial being, intangible, invisible, and existing only in contemplation 
of law.” 


Corporations may be intangible and invisible but they are power- 
ful forces in our economic life. The thing that we are discussing in this 
paper, this will to work, this esprit de corps, is also intangible and in- 
visible but it is nevertheless a powerful force in an individual company 
and in our economy as a whole. 


It is interesting that the team of 15 expert French accountants who 
toured industrial plants in the United States for six weeks in 1951 under 
the auspices of the E.C.A. emphasized in the conclusion to their lengthy 
(334 page) report’ that American management understood the import- 
ance of the human factor in industry and, as a result, managers, tech- 
nicians, and workers in the United States co-operated in an atmosphere 
of fair play and team spirit which is conducive to high productivity. 


One of the most important abilities which a manager can have is 
that of creating circumstances which make other people want to produce 
to their maximum. Productivity per man hour is dependent upon a 
number of factors and management must not overlook that intangible, 
invisible one, the willingness of a group of workers to do their best. 
This is a rather fragile thing dependent upon many factors. It usually 
takes a long time to develop but it can be severely damaged in a short 
period. 

The way in which control devices are administered has an important 
influence on morale. This esprit de corps of the organization can be 
seriously undermined if the human problems involved in the building 
and administration of budgets and standard costs and other control de- 
vices are handled poorly. It appears that this has often happened. 
The Basic Problem 


Some members of management are sometimes inclined to forget that 
they are dealing with human beings rather than robots. Management's 
task would be much simpler if all subordinates acted logically at all 
times in business. But each individual, while presumably attempting to 
he logical, is also likely to give way to various emotions and to be il- 
logical and inconsistent at times. 





1, La Comptabilité—Mesure et Facteur de Productivité, published by Ordre National des Experts— 
Comptables et Comptables Agrées, and the Association Francaise pour l’Accroissement de la 
Productivité, Paris, 1952. 
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COST CONTROL IS PEOPLE 


In general, human beings instinctively resent restriction. They do 
not like to feel they are being controlled. Since cost control devices 
obviously do attempt to restrict the individual to some extent, he is 
inclined to be against them. 


Within a company an individual’s status depends not only on the 
formal organization, as for example, his position as a foreman with the 
responsibilities and powers which that office carries in his particular 
plant, but also on what J. D. Glover and F. J. Roethlisberger call the 
“informal organization” of the group. They describe this as “the social 
code of behaviour governing the traditional, customary, and habitual 
ways of doing things and working together.”* Standard costs and bud- 
gets, being precise and formal instruments of measuring human per- 
formance, are likely to be at odds with the variability of human be- 
havior, and therefore tend to disturb the “informal organization”. For 
example, the supervisor, in administering a flexible budget will often 
find it necessary to ask some questions as to why a certain operation 
exceeded the budget and this may make his subordinates feel insecure. 
Or the supervisor himself may be so unsympathetic with the budget that 
he cannot honestly support it. He may resent being put into the position 
of enforcing this unpopular control upon his unwilling subordinates and 
this makes the supervisor unhappy and unenthusiastic. 


The control device is designed to exert pressure and this may cause 
people to be shifted from one job to another or they may be told to 
operate a machine in a different way. The making of the changes may 
seem to carry the implication that someone was to blame for the “wrong” 
method previously followed. These changes tend to upset the “informal 
organization” and thus cause friction. Although the “informal organi- 
zation” usually can incorporate the new ways of doing things if given 
sufficient time, in many cases it does not get the time needed. In view 
of the current trend toward automation and the billions of dollars that 
are being spent annually for research in industry, it seems likely that in 
general we are in for many changes for a long time to come. 


Difficulties are increased when persons in the upper echelons of 
management are oversold on the accuracy and value of formal cost con- 
trol devices. They do not understand that each control figure is based 
on some variables that may be difficult to measure and that the figure 
is essentially an approximation. Such an executive may be inclined to 
assume that practically all deviations from the standards are caused by 
carelessness or gross inefficiency and he may be rather unfair and un- 
diplomatic in the way in which he demands explanations. This causes 
subordinates to regard both the executive and the control device as un- 
reasonable. This is very harmful to that precious esprit de corps. 





2. From Chapter 8, Human Reactions to Standards and Controls, page 184, of Controllership in Modern 
Management, edited by T. F. Bradshaw and C. C. Hull (Chicago: Richard D. Irwin, 1949). 
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In many companies little or nothing is said if the budget is met but 
the foreman may be called into the superintendent’s office and repri- 
manded when his department makes a poor showing. As a result of 
incidents like these, many foremen and workers have unpleasant mem- 
ories of budgets and other control devices. In one of the early experi- 
ments in psychology a research worker followed the practice of ringing 
a bell and then offering food to a certain dog. After a while it was 
noted that the dog’s mouth began to water as soon as the bell was rung, 
even though food was not placed before him. The dog had been con- 
ditioned to expect food as soon as he heard the bell. We might say that 
many supervisors and workers have been conditioned against cost control 
devices in somewhat similar fashion. If the words “budget” or “standard 
cost” or “cost control” are mentioned, the first reaction of many a super- 
visor will be an unfavorable one because most of his past associations 
with those devices have been unpleasant. 


Some Suggestions 


Cost control techniques, in one form or another, are here to stay. 
It therefore seems pointless to say that they should be abandoned be- 
cause they may damage the will to work. The solution is to build and 
administer these tools in such a way that they will not harm this price- 
less asset but instead will lead continuously to more efficient production. 
This writer is of the opinion that there is but one step that will solve the 
problem. It seems that we need a number of steps. Here are some 
specific measures which can help improve the situation. It is not 
claimed that this is a complete list or that it constitutes a panacea. 
Many of these points have been advocated in some form by other 
writers but it seems worthwhile to discuss them in one place to give this 
important problem the attention it deserves. 


(1) The first step is to recognize that standard costs and budgeting 
are related not only to accounting and production procedures but also to 
human relations and to give attention to the inherent difficulties dis- 
cussed above. Let us try to have the cost control techniques emotionally 
accepted by the people in the plant because this is necessary if these 
tools are to reach their highest effectiveness. 

(2) A clear-cut organization structure is necessary. There should 
be no uncertainty as to who is responsible for what. Misunderstandings 
in this area lead to frustration and dissatisfaction. In this connection it 
should be noted that the controller should help the operating depart- 
ment heads but that it is they who actually have the responsibility for 
cost control. 

(3) A good system of reports is necessary to bring to the various 
levels of management information which will help them to exercise 
effective control. The reports must be prompt, accurate, and in lan- 
guage and in a form the operating men can easily understand. The 
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COST CONTROL IS PEOPLE 


reports should show clearly the items for which each supervisor is re- 
sponsible. If it is felt that it would be advantageous to show on the 
report some additional figures over which this supervisor has no control, 
such figures should be marked “For information only” and kept separate 
from those costs for which the supervisor is responsible. 


(4) The control plan should be explained to all the supervisors and 
workers so that they will understand it and not resent it. People tend 
to be suspicious of what they do not understand. In these discussions it 
would be helpful to emphasize the positive rather than the restrictive 
side of the controls. It should be pointed out that the budget and the 
standard costs help our company to keep our costs down so that we can 
get our full share of the available business and continue to operate at a 
profit with steady employment at good wages. Money spent needlessly 
means less money available for wage increases and for profit sharing 
programmes and in the long run may jeopardize the existence of the 
company. A cost control programme therefore should be considered as 
a co-operative venture and undertaken for the benefit of the workers as 
well as for the top management and the stockholders. 


(5) The cost control programme should have the active support of 
the company’s management, from the top on down. If top management 
merely tolerates a particular programme rather than supports it, the 
lower echelons will be inclined to take this as a hint that lip service 
rather than real compliance with the budget will be good enough. Not 
too much can be expected of a cost control programme that gets off to 
this kind of a start. 


(6) Foremen and department heads should participate in setting 
up the control device. This does not mean that the foreman should 
necessarily have the power to set the final budget or standard cost 
figures for his own department but he should be in on the discussion 
which leads up to the establishment of the figures. This is by no means 
a cure-all but if properly handled it should contribute toward worth- 
while results in two ways. First, this may prevent the establishment 
of standards which are unrealistic and which would upset the morale 
of the operating people. Second, this participation, if arranged for 
carefully on the basis of the sincere desire of higher management to get 
the co-operation of the line management, will give the foremen a feeling 
of pride in the resulting cost control plan and a sense of responsibility 
for its success. In this connection it should be noted that there is a sub- 
stantial distinction between real and superficial participation. The 
genuine article is not obtained overnight by the dictator-type of manage- 
ment which suddenly decides to be all sweetness and light. A research 
study* by the Controllership Foundation contains some interesting in- 





3, Tee Impact of Budgets on People, by Chris Argyris, for the Controllership Foundation, New York, 
oa. 


201 














COST AND MANAGEMENT 


formation on the problems of developing real participation by the fore- 
men in the budget programme. 


(7) Budgets and standard costs should be set at levels that can be 
attained by diligent application. The business of constantly whipping 
people on to try to attain objectives which are impossible is frustrating 
and often backfires. If the foremen see that as soon as they achieve 
one set of standards, the targets are arbitrarily raised, they may get dis- 
gusted and give up trying. After all, there is not much sense in continu- 
ing to play a game you can never win. 


The cost control programme should not be a high pressure device. 
We should recognize that in the 1930’s when many firms were first 
setting up flexible budgets or standard costs there was widespread un- 
employment and it was easier to put pressure on people than it is at 
present. Many a control system therefore got started on the wrong foot. 
Today, with general prosperity and many jobs available, employees feel 
much more independent and in general will not tolerate high pressures, 


(8) The control device should not be regarded as a mechanical 
monster that controls people but rather as a tool which enables people 
to exercise more effective control over operations. There may be times 
when it is in the best long-run interests of the company to exceed the 
budget in order to take advantage of a special situation. A progressive 
management will approve such an overexpenditure in advance. An 
example might be the purchase of desirable new machinery not in- 
cluded in the capital expenditure budget which would permit reduction 
in operating costs. Such an opportunity should not be lost by default 
by falling back on the argument that the budget should never be ex- 
ceeded, regardless of the circumstances. The latter attitude on the part 
of top management is likely to dampen the enthusiasm and ingenuity 
of the staff and encourage them to think in terms of the mere form of 
cost control rather than its substance. 


(9) Top management should be reasonable in interpreting devia- 
tions from standard. It should recognize that the standards were ap- 
proximations to begin with and that the variables which make them up 
react differently at different times. Reasonableness does not mean 
accepting at face value any and all alibis nor does it mean being overly 
strict. It means taking actions which make sense in view of all the 
circumstances in a particular situation, including the human relations 
angle. 

(10) The practice of sending reports on budgets, standard costs, 
etc., first to higher management before the supervisor who is responsible 
for the department sees the report should be avoided. The first warning 
the supervisor has that something is wrong is when he is called in “on 
the carpet” and asked for an explanation of some items on a report that 
he has not yet seen. This embarrasses the department head, puts him 
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COST CONTROL IS PEOPLE 


on the defensive, and is likely to make him hate the whole control sys- 
tem. The policy of suddenly confronting the foreman with an unfavour- 
able report and demanding an explanation seems to be based on a dis- 
trust of the foreman. It has the appearance of a trick approach to catch 
the foreman off guard before he has the chance to make up an alibi. It 
also seems to be based on the idea that the most important thing is to 
prove the guilt of a particular individual. It overlooks the fact that the 
allocation of responsibility for overexpenditure is just the first step in 
the process of attempting to overcome the cause of the overexpenditure. 


(11) One of the practices which seems designed to lower the morale 
of the most conscientious and efficient supervisors is to order an “across 
the board reduction of a stated percentage in the expenses of all depart- 
ments. A desperation cut of this sort may be justified by a real emer- 
gency. In general, however, it seems unwise for this slash may still leave 
an inefficient department with more than it really needs while at the 
same time it cuts off essential items in a well-run department. This 
encourages the future padding of budgets and of actual expenses and 
also lowers morale. 


(12) Top management should show that it recognizes the accom- 
plishments as well as the failures of individuals in cost control pro- 
grammes and thus give foremen and others some pleasant memories of 
the control device. There is a serious question as to whether it is fair to 
all supervisors to relate performance on a budget or standard cost system 
directly with a bonus plan because of all the variables involved. When 
salary raises and promotions are being considered, however, the attain- 
ments of each supervisor in the cost control programme should be care- 
fully weighed. 


(13) Cost control is more than a set of specific techniques. It is 
also an attitude of mind, a spirit of cost-consciousness, which should 
pervade the whole organization. The cost control administrator who is 
thinking in terms of human relations will develop in specific situations 
ways and means of creating a general atmosphere of co-operation to 
advance the basic aims of cost control. 


(14) In view of all that has been stated above, it seems advisable to 
provide some specific training in human relations for those who ad- 
minister cost controls. An individual who had no training in accounting 
or in production techniques would seem an unlikely person to put in 
charge of a budget. Since the aim.of control devices is to influence the 
action of people, it seems equally important to include in the training of 
administrators of cost control programmes some study of the art of in- 
fluencing people. 


An analogy may be drawn between the surgeon and the adminis- 
trator of control devices. The surgeon knows that he has to perform a 
delicate operation in order that the patient may become healthy, or in 
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some cases, in order that the patient may live. Further, he knows that 
this operation, although beneficial, also carries certain risks. He must 
be careful to cut out only the diseased tissue. If he cuts too far to the 
left or right, or if he exerts too much pressure and cuts too deeply, he 
may damage or even destroy a vital organ, and it may then be said “The 
operation was a success but the patient died.” The surgeon does not 
undertake the operation lightly; he has long training and his early 
operations are performed under the watchful eye of an experienced sur- 
geon. He therefore performs his operation with confidence and with 
care. 


The budget and standard cost administrator also has a delicate oper- 
ation to perform which is necessary for the health, and sometimes even 
for the life, of his company. He too must operate with care, refraining 
from putting on too much pressure or otherwise damaging sinews which 
are important for the well-being of his company. But, knowing that he 
has a worthwhile mission to perform and that he has had good training, 
he should undertake his task with confidence and with care. 


In the final analysis, a budget or a standard cost system is an array 
of inanimate figures on a piece of paper. It requires a skillful adminis- 
trator, working with all levels of management in a co-operative spirit, to 
breathe life into this set of figures and transform them into a real instru- 
ment of more effective management. 








KEYSORT DATA PUNCH 


Keysort Data Punch his been introduced by the Data Processing 
Division of Royal McBee Corporation. The new machine punches Keysort 
Cards and imprints data on the card face in a simultaneous action. 


Outstanding advantages are: Time saved by production, clerical and 
accounting personnel; elimination of errors and increased legibility of card 
face information. In use the Data Punch makes it possible, in some 
applications, to send the Keysort Cards directly to the function of creating 
management reports; in others it greatly reduces further processing. 


An additional advantage is that changes in procedures can be effected 
without briefing of operating or processing personnel. All that is necessary 
is the preparation of new Data Punch Plates, and the new procedure is 
immediately in effect. 


The new device is useful in a multitude of Keysort applications. Prin- 
cipal are over-all plant control, job costing, payroll distribution and hospital 
requisition charge tickets. 


The machine is compact, non-electrical. It can therefore be located at 
points of greatest use. Inaccurate punching is impossible. The Data 
Punch will not work unless both Keysort Cards and Data Punch Plates are 
properly inserted. 
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| Student Section... 


EXAMINATIONS, 1956 
ADVANCED COST ACCOUNTING—PAPER II 
Comments by Geo. Moller, D. Jur., C.A., R.LA. 


QUESTION IV (12 marks) 


The Chemco Company is an established chemical firm which is 
planning to diversify its operations by introducing 2 new lines, Glid 
and Skid. The company has never marketed either product before, 
but it has demonstrated the existence of markets for both if they can 
be manufactured to sell at suitable prices. 


The experience of the company in producing other chemicals 
leads it to believe that the following estimates of cost relative to the 
processing of 100,000 pounds of the three raw materials involved, 
A. B. and C., are reliable as a basis for setting a price for each of 
the products to be manufactured therefrom. 


Costs of raw materials: 


Rivisowainioc $ 4.00 per pound 
BB eesgcotecdes: 100.00 per American ton 
_ 8.00 per gallon 
Other costs of production: 
Mixing, blending and cooking .............0ccee $ 32,190 
Additional costs applicable to Glid:— 
DEVI ON PACKAGING ...0.-00:0<s00100000ss0cnecse0s: 9,320 
Additional cost applicable to Skid:— 
Electrolysis and filtering to drums ............ 13,840 


The manufacturing process involves several distinct stages. The 
raw materials are first mixed and blended and then go to the next 
stage where they are cooked. After cooking the two lines are sepa- 
rated, Glid going into ‘Drying and Packaging” while Skid goes 
through an Electrolysis process, after which it is filtered into drums. 

The technical characteristics of this productive process include 
the following features:— 


1. In the cooking process, the weight of the combined raw 
materials is reduced by 40 per cent. 


2. For every 100,000 pounds of original raw materials put 
into manufacture, 20,000 pounds of Skid are obtained for elec- 
trolysis. In electrolyzing Skid, 25% becomes a valueless precipitate; 
the remainder, a liquid, is filtered into 50 gallon drums without 
further attention. (The cost of the drums is not to be included in 
either the cost or selling price of Skid.) 


3. One gallon of Skid weighs 8 pounds. 
One gallon of raw material C weighs 8 pounds. 
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4. Raw materials are required in the following proportions by 


weight: 
| er 3 parts 
ee 5 parts 
Caan 2 parts 


10 parts 


In pricing, the company is going to use trade discounts. Each 
product is to be sold on the basis of a list price, less 35% less a 
further 10%. 

Selling, administrative and general expenses (including provi- 
sion for income tax), are to be allowed for at 25% of the net selling 
price, and net profit after provision for all costs and expenses at 
20%. 


REQUIRED: 


Assuming one hundred thousand (100,000) pounds of raw 
material will be processed:— 

(a) A statement indicating the list price and the net price per 
pound at which Glid should be sold: 

(b) A statement indicating the list price and the net price per 
gallon at which Skid should be sold: 

(c) A condensed statement of profit and loss (to the nearest 
$100), showing separately and combined the results of operations 
in Glid and Skid. For this purpose you are to assume that the 
entire output of each product will be sold at the respective price 
indicated by (a) or (b) above, and that selling, administrative, and 
general expenses are to be included at the same estimate as is 
allowed in setting such prices. 


SOLUTION IV: 


Mixing, blending and cooking. 
Raw Materials: 


A 30,000 Ibs. @ 4.00 ...... re Jsctsostvedascevenn aeons 
B 50,000 Ibs. @ 100.00 per ton veecceccecccssecssesseseesseesvenee 2,500. 
GC -20/000 Ths. Or 2500) als. Gl S00: siesisscssscevessvstsarsaasecs 20,000. 
RNa Me Marci ane Soca cS eels A et Gand eter 32,190. 
Total cost of 60,000 Ibs. mixed, blended and cooked ............ $174,690. 
GLID 
Cost of mixed, blended and cooked materials (40,000 Ib.) ........ $116,460. 
RD Rarane ANN TURNED 5 aks sas sicazics ica scozessskerteoesvosmsuunivecarstimneataoaies 9,320. 
et Ue | Rec) dan | lc Re eR Ra Se Ry era PE Se RE $125,780. 
SKID 
Cost of mixed, blended and cooked materials (20,000 Ibs.) ........ $ 58,230. 
SURF UPTO cs 01 1°11) ean RR AR RA Ona SS 13,840. 
Cost of 15,000 Ibs. of skid (20,000 less 25%) ....cccessccsscesseeseereees $ 72,070. 
The costs computed above are 55% of net selling prices. 
epic thE GANOR POEECR 1S 9.902 0 9)) cassssionnsases acy nsesvorscecsanesastayatens 228,700. 
Glid, net sales price per pound (228,700 : 40,000) 0... 5:72 
Keli) AtSt eLIGCE EF POUR (5.72 Ss 23G5)  wsiscssescecessesesscasscsoncescnsnsess 9.78 
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Skid) et: Sales: peice ‘OF2O70 2 SO) ccccccsscscccccascasssecsiessscusatoudepssivecs 131,000. 
Skid, net sales price per pound (131,000 : 15,000) .......... ee 8.73 
Skid, net sales: price per Gallon (G75: XK SY .nn.eccseisesscecesscacconsetsseesss 69.84 
Skid. list ptice per galloi (69:84 2 SSS). ...i..-scsicceccensecsecsarscesssacsns 119.38 
CHEMCO 
Statement of Profit and Loss 
Glid Skid Total 

GaIOS.. SIGE! vesiccdcacsesnsvucsurcncbecescsaesacsteparess $228,700. $131,000. $359,700. 
Gost: Of Goods <SOld! ciiic.caiaiscsssaqecate 125,780. __72,070. _197,850. 
ANE IRD crcocerrnciincgrmned $102,920. $ 58,930. $161,850. 
Selling, admin. and general expense. _ STL. 7 32,750. 89,925. 
PGE TREES op cccssovcchcccseres etc cassraveesetneneceel $ 45,745. $ 26,180. $ 71,925. 
COMMENT: 


This question was responsible for loss of the largest percentage 
of marks on this paper. Only 53.6% of available points were given. 


This was undoubtedly due to a considerable extent to the fact 
that many students did not budget their time properly on previous 
questions and could not finish this one. 


The Joint Costs part of the problem was generally well under- 
stood and computed. 


Marks were lost on computation of raw materials costs— 
calculation which should not present difficulties even to students 
of business mathematics—and on computations of net sales and 
list prices. 








FUNDAMENTALS OF COST ACCOUNTING 


QUESTION V (10 marks) 


To ensure accurate computation of costs and efficient use of 
resources it is necessary to enforce control through records. Such 
control in the area of material costs is represented by the concept 
of materials control, which is a system of procedures and methods 
to effect proper control of materials and supplies from the time pro- 
duction is planned until the goods are ready for sale. 


(a) Enumerate the general principles or conditions which must 
be fulfilled to achieve effective materials control. 


(b) Apart from the books of original entry and the general 
ledger, list the accounting forms and records used in a 
system of materials control. 


COST AND MANAGEMENT 


There should be an inventory verification program in which book 
inventories of each material are checked against physical counts at 
least once a year. 


Purchase Requisition. . Stores Requisition. 

Purchase Order. . Material Returned to Stores. 
Receiving Ticket. . Spoiled Materials Report. 
Inspection Report. . Scrap Report. 

Production Order. . Physical Inventory Count. 
Bin Card. . Perpetual Inventory Card. 


SOLUTION 5. 


(a) 
i. 


There must be a Storekeeper; possibly several Storekeepers in larger 
organizations. Storekeepers must have had adequate training in the 
storing and issuing of materials. They must understand perpetual 
inventory principles. They must have the capacity to accept their 
functional responsibilities. They must possess a faculty for super- 
vising the work of their deputies, and they must accept responsibility 
for their work. 

The storage facilities must be so arranged that the Storekeeper can be 
charged with this responsibility. If persons other than the Storekeeper 
and his deputies have uncontrolled access to materials, it may not be 
possible to place that responsibility. 

The storage facilities should be located at points convenient to men 
and machines. 

The storage facilities should be constructed to protect materials against 
possible damage. In certain cases, it may be desirable to protect 
materials against the forces of nature,—and in other cases, it may be 
necessary to provide protection against theft. 

Procurement and consumption directives must be clearly defined. The 
officials responsible for procurement and consumption should have 
the capacity to supervise activities in these areas effectively, and they 
should be aware of the consequences for failure so to do. The pro- 
duction planning, purchasing and stores functions must be closely 
co-ordinated. 

There must be an adequate system of accounts in which material 
movements and inventories are recorded, and that system should be 
tied to controls in the financial accounts of the organization. 


fee cc ee 


FT es ae a eee 


cee Soy es 





